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TO THE STOCKHOLDERS: 


Despite the fact that our two major business thrusts—specialty chemicals, and 
consumer goods and services—again made increased contributions to income 
in 1971, earnings per common and common equivalent share before extraordi- 
nary items declined by 8% to $1.83 from $1.99 in 1970. 

Extraordinary items in 1971 reduced earnings by 23 cents per share. In 1970, 
extraordinary losses amounted to 81 cents per share. Therefore, net income 
per share was $1.60 in 1971 and $1.18 in 1970. In both years the extraordinary 
losses were Caused principally by the disposition of businesses with unsatis- 
factory prospects and by the shutdown of unprofitable manufacturing facilities. 

Our petroleum and mining operations and the imported footware and ladies 
apparel units of the Hatco Group’s styled merchandise and retail operations 
were the causes of the lower results in 1971. 


Income from Operations 


(Decrease) % of Total 
($ Millions) 1971 1970 Amount % 1971 1970 


Petroleum & Mining Operations... $1.5 $ 8.1 $(6.6)  (81)% 2% 12% 
Hatco Group—Styled Merchandise 
& Retail Operations .......... 35. 5.8 (2.3) (40) 5 8 


Total of Above .......... $5.0 $13.9 ° $(8.9) (64)% 7% 20% 


Note: These figures have been extracted from the table on page 41, which sets forth 
after-tax income from operations before certain overhead and interest. 


The decline of $8.9 million from these two operations more than accounted 
for the Company's overall earnings decrease of $4.7 million for the year. 
Excluding the results of these operations from both years, income before 
extraordinary items would have increased by 10%. 


Increase/ 
(Decrease) 
($ Millions) 1971 1970 Amount % 
Income before Extraordinary Items .......... $49.5 $54.2 $(4.7) ( 9)% 
Less: Income from Two Operations.......... 5.0 13.9 (8.9) (64) 
Netiot' Aboverst = atte cw ae eyerere $44.5 $40.3 $ 4.2 10 % 


The reasons for the earnings decline in these two operations are quite differ- 
ent—as is the outlook for their future. 

As to petroleum and mining operations, there had been a profit from domes- 
tic oil investments in 1970, which was not repeated in 1971. More importantly, 
the principal activities, which are located in Libya and Bolivia, were adversely 
affected in 1971 by political and economic developments beyond the control of 
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operating management. We have pointed out in annual reports for the past sev- 
eral years that every effort is being made to reduce our dependency on areas 
with political and economic uncertainties. Progress toward achieving this goal 
has been significant. 
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% Contribution to Income from Operations 


Post World 
1971 1970 1965 _ War ll 
Petroleum & Mining Operations ......... 2% 12% 6% Aimar 
Latin American & Steamship Operations . 2 (1) 18 100% 
Total of ABOVE: «55. ccie sea aess 4% 11% 24% 
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Immediately following World War II almost 100% of Grace’s earnings were 
derived from operations located in or dependent on Latin America. Today only 
4% of earnings are produced by businesses in Latin America and in Libya. 
This contribution is expected to be further reduced in 1972. Operations in the 
United States, Canada and Western Europe now account for 85% of earnings. 
This concentration in more stable areas, which we expect will increase still 
further in 1972, obviously decreases the vulnerability of earnings to political 
developments. c 

As to the Hatco Group’s styled merchandise and retail operations, both the 
imported footwear business and the ladies apparel operation incurred losses 
in 1971. The longshoremen’s strikes, lasting 100 days on the West Coast and 
56 days on the East Coast, had a crippling effect on the shoe importing busi- 
ness resulting in abnormal transportation and storage costs. The temporary 
imposition during the year of the 10% import duty surcharge and the long un- 
certainty about restructuring of exchange rates also adversely affected margins, 
as did a provision for possible cost adjustments. The ladies apparel operation 
continued to be affected by the trend to more informal clothes. Steps which 
have been taken to build new lines more responsive to consumer preferences 
are reducing the impact of this development. Additional measures have been 
taken to upgrade manufacturing and financial controls. We anticipate that the 
results of these units will show substantial improvement in 1972. 

While we were disappointed that earnings were below our expectations, we 
believe that steps taken, both to move away from businesses whose destinies 
management cannot control and toward services and other businesses which 
are not capital-intensive, have improved the quality of earnings, a fact which 
should become increasingly apparent in the future. As this report demonstrates, 
our two major thrusts today are in specialty chemicals and consumer goods 
and services, the fields which were selected to carry out this strategy. 
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A measure of the success of this strategy is provided by the results of the 
Consumer Products and Services Group in 1971. Earnings increased by 27% 
from the previous year and represented 24% of total operating income. Key 
contributors to this outstanding performance were restaurant operations in the 
United States; the Educational Services Division, which distributes general 
books to libraries; and the Leisure/Performance Division, which is made up of 
toy wholesalers and distributors of specialty automobile parts. European gro- 
cery products operations also had greatly improved earnings. 

With regard to specialty chemicals, a high spot was the performance of 
Chemed Corporation, whose earnings increased by 16%, Chemed, formerly 
our Specialty Products Group, is now a 96%-owned subsidiary, the other 4% 
having been sold in a public offering in May, 1971. Because of Chemed'’s excel- 
lent historic earnings pattern and its participation in high growth fields, its stock 
was favorably received in the market. 

In the Chemical Group, total income was down slightly. However, Industrial 
Chemicals had higher earnings for the fourth consecutive year despite lower 
results of the European Division. Agricultural Chemicals earnings continued to 
recover from the low year of 1969, with fertilizer results in particular improving. 
Converted Plastics had lower income, principally because two of the newer units 
have not yet reached profitable levels. 

To summarize, income from operations of chemical-related businesses in- 
creased by 6% in 1971. Taken together with the 27% increase in Consumer 
Products and Services income, the combined increase was 11%. These busi- 
nesses provided 91% of our total income from operations in 1971. 
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Income from Operations 


Increase/ (Decrease) % of Total 
($ Millions) 1971 1970 Amount % 1971 1970 
Chemical Group .........-- $35.8 $36.1 $(0.3) (1)% 538% 52% 
Chemed Corporation ........ a7. (hs: Ake. 16 13 11 
Hatco Group—Intermediate 
& Specialty Chemicals .... 0.9 (O:8)"> ane NS cali = GO 
Subtotal—Chemical- 
Related Units ........ 45.4 42.8 2.6 6 67 62 
Consumer Products & 
Services Group .......--- 16.6 13.1 _ 3.5 27 24-019 
Total of Above ......... $62.0 $55.9 $ 6.1 11% 91% 81% 
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Total Company sales and operating revenues in 1971 were $2,048,873,000, 
compared with $2,014,774,000 for the previous year. Sales from continuing 
operations increased satisfactorily in 1971, a fact which is not revealed in the 
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comparative figures since the 1970 figure includes the sales from businesses 
which have been divested. 

Dividends were paid on the common stock during 1971 at the rate of 37% 
cents a share in each of the four quarters, for a total of $1.50. This was the 
third consecutive year in which dividends were paid at this rate and the 38th 
consecutive year in which dividends have been paid by W. R. Grace & Co. 

During the year there was a change in the Company's top management 
structure. Allen S. Rupley, active in the Company since 1917 and chairman of 
the board since 1966, retired from that position on May 10, 1971. We are very 
pleased that Mr. Rupley continues to serve the Company as a director and 
consultant. J. Peter Grace, president since 1945, was elected chairman and 
designated chief executive officer. Felix E. Larkin, executive vice president, was 
elected president and became chief operating officer, 

In February, 1972, Robert M. Coquillette was elected executive vice president 
in charge of administration, and Carl N. Graf was elected executive vice presi- 
dent and deputy group executive of the Chemical Group. Both had been vice 
presidents of the Corporation. ; 

As 1972 begins, there is a wide range of opinion as to what the economic 
climate will be both in the United States and throughout the world. The mone- 
tary situation is still unsettled, Everywhere inflation remains a problem, and in 
the United States the impact of the Phase II program is still not predictable. 
Against such a background, any forecasting is difficult. 

An important determinant of results for 1972 will be management's ability to 
control costs and maintain adequate margins. Throughout the Company, em- 
phasis is being given to efforts to achieve this. 

We look for continued improvement in our two major business thrusts—spe- 
cialty chemicals, and consumer goods and services. Also, the trend toward a 
more normal supply-demand relationship in the fertilizer industry should con- 
tinue the gradual recovery already experienced in this business. We are confi- 
dent that the results of the programs to upgrade the Company's business mix 
will be increasingly evident in reported earnings. 


Respectfully submitted, 


ie Ir ee ia 
Chairman President 


March 9, 1972 


q Peter Grace 
left) and 
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W. R. GRACE & CO. — A MANAGEMENT INSIGHT 


J, Peter Grace was president of W. R. Grace & Co. from 
September, 1945 to May, 1977, when he was elected 
chairman and chiet executive officer. At the same time, 
Felix E. Larkin was named president and chief operating 
officer. Mr. Larkin had been executive vice president. 
Together they have 56 years of service with Grace. 


How would you describe W. R. Grace & Co. today? 


J. Peter Grace: It is a diversified worldwide corporation 
with niche positions in specialty chemicals and consumer 
goods and services, doing business wherever political 
conditions are consistent with investment opportunities. 


What do you mean by “niche positions”? 


Mr. Grace: They are special fields, often not large, where 
Grace has a strong market position and the opportunity 
for a good rate of return on investment. It would take a 
competitor years to come close to matching some of 
the positions we now hold. 


Would you give us an example? 


Mr. Grace: Take the petroleum refining industry where 
we are a leading supplier of custom fluid cracking cata- 
lysts. Because of the long experience our Davison 
Chemical Division has had, we have a strong market 
position and earn a good return on our investment. 


Mr. Larkin, has Grace accomplished anything similar 
in the consumer services area? 


Felix E. Larkin: Yes, we have. Baker & Taylor is a major 
distributor of general books to college, school and pub- 
lic libraries, and its network of warehouses plus its 
highly computerized order-processing and delivery sys- 
tem have put it far ahead of anyone else. 


How is Grace different from what it was 25 years ago? 


Mr. Grace: We've totally changed our emphasis. After 
World War Il, Grace's earnings came entirely from 
steamship operations and Latin American investments, 
and we wrestled with the problems of those traditional 
businesses for years. Shipping started declining in the 
mid-Fifties, and Latin America became a problem area 
in the Sixties. 


Obviously, you didn’t just sit back and do nothing. 
How did you react? 


Mr. Grace: We invested in new areas and new busi- 
nesses, and reduced our dependence on these tradi- 
tional businesses. That meant that Grace had to go 
through a rough period of transition in order to avoid 
becoming a serious casualty and having the dividend 
endangered.We replaced the loss of earnings from Latin 
America by acquiring companies. : 


Mr. Larkin: There were other kinds of transitions, too. 
Our sales have grown more than tenfold to over $2 bil- 
lion today, and this greatly enlarged the administrative 
function. We have changed from a highly centralized 
and closely held company with approximately 20,000 
employees, mostly in Latin America, to a decentralized, 
diversified corporation with 50,000 stockholders and 
65,000 employees. 


What difficulties did you encounter in the process of 
changing the Company? 


Mr. Grace: As |'ve said, we began our diversification 
program in order to be less dependent on earnings 


SALES AND OPERATING REVENUES 
(as originally reported) 


1952 $284,000,000 


049,000,000 


$2 


1971 


INCOME FROM OPERATIONS 


from Latin America and subsidized transportation busi- 
nesses. We were in the midst of these moves when 
earnings from Latin America began to decline sharply. 
This was accompanied by the deteriorating fertilizer 
situation. To find substitutions for these earnings, we 
had to move in two or three directions simultaneously 
at times. As our business plan evolved, some of the 
acquisitions we had made didn’t work out. When this 
happened, we were able to divest them, generally on 
satisfactory terms. 


What do you have in shipping and in Latin America 
today? 


Mr. Larkin: We are completely out of the shipping busi- 
ness. In Latin America, we have an investment in Peru 
which we are negotiating to sell to the Peruvian Govern- 
ment under an agreement in principle. We have other 
limited investments in specialty chemicals and certain 
other activities, such as paper and mining. 


Why is the Company emphasizing specialty chemicals 
and consumer products? 


Mr. Grace: These are businesses where there is a good 
profit environment in contrast to high-volume, com- 
modity-type businesses with low margins and high capi- 
tal requirements. Grace has been in specialty chemicals 
since 1954. We entered the consumer products field in 
the early 1960's when we foresaw that certain parts of 
the chemical industry would become less profitable. 


Do all of your activities now fall into the chemical or 
consumer fields? 


Mr. Larkin: These are our two major thrusts. But we do 
have investments in other areas such as natural re- 
sources and real estate. 


Are you satisfied with this business mix? 


Mr. Grace: Yes, we are. | think we have a good sound 
basis for the future. 


An important element of your growth in recent years 
has been acquisition. Will that continue? 


Mr. Grace: | think the greater part of our growth from 
now on is going to be internal, as it has been for some 
time in our chemical business. Of course, we will con- 
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INCOME FROM OPERATIONS 
1971 Ae 


tinue to consider acquisitions which would expand our 
markets or take us into related fields. 


How do you manage such a diverse corporation? 


Mr. Larkin: Corporate management has a massive infor- 
mational input which enables us to stay abreast of what’s 
happening. We make the key decisions on financial 
planning, profit management and acquisition policy. 
Beyond that, everything is decentralized, and so the 
operations are virtually independent on a day-to-day 
basis. The managers of these operating units have the 
authority to make the decisions needed to run their busi- 
nesses. The more you decentralize, the more responsi- 
bility and challenge you provide for your innovative 
people, and this attracts and holds good professional 
managers. 


Under your system, does top management ever inter- 
cede in operations? 


Mr. Larkin: Yes, sometimes. While we are a company 
with decentralized operations, we aren’t an investment 
company. This means that when it’s necessary to work 
extensively with a unit because it is having problems, 
we do so. And we have the staff to do it. 


Grace’s earnings grew at an average rate of 14% per 
year from 1961 through 1966. Will you approach this 
record in the 1970's? 


Mr. Grace: Perhaps we can, but | don’t want to make 
this a prediction in view of the uncertainties of the 
economy and the international situation. | think the major 
problems which were beyond our control are behind us, 
and our future now depends on how well we manage 
our operations. 


What is the key to your future growth? 


Mr. Grace: Increasing the return on the capital employed 
in our business. On total capital of approximately $1.2 
billion, we're earning less than 6%. This is unsatisfac- 
tory. An increase of just 1% would mean another $12 
million in earnings. We’ve been concentrating our new 
investments in high-return businesses. This strategy 
should start to improve the return. 


Why did you form Chemed and sell part of it? 


Mr. Grace: Our Specialty Products Group, now Chemed 
Corporation, had an excellent record, but its results 
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were overshadowed in a company the size of Grace. 
We felt that by forming a separate corporation and sell- 
ing a small part to the public, attention would be called 
io its participation in fast-growing industries and that its 
stock would be well received in the market. This, in turn, 
would help motivate Ghemed’s key employees. Chemed 
is continuing to meet our expectations fully. 


You've talked about agricultural chemicals being a 
problem, but it still represents a substantial portion of 
your invested capital. What are the prospects for 
improvement? 


Mr. Grace: The fertilizer business showed improvement 
in 1971. While it will never be a high-return business, we 
do expect it to return to more satisfactory levels in the 
next few years. For example, we expect a further price 
improvement of about $30 per ton for anhydrous am- 
monia by 1975-76. The average price hit a low of $68 
per ton in 1969 and was $78 last year. The prices of 
other fertilizer materials should also advance as supply 
and demand gradually move back into balance. 


Have you encountered any difficulties in acquiring 
companies in Europe? 


Mr. Grace: Basically, no. We fee! we are a part of the 
European financial community. Our stock is traded on 
the leading European exchanges and we have excellent 
business relationships. It’s a two-way street in Europe. 
We're investing our money there, and Europeans are 
investing their capital here. 


Your European sales increased dramatically in the 
4960’s. Chemical sales alone went up 24% annually. 
What has your strategy been? 


Mr. Larkin: In chemicals, Grace started early by taking 
its technical know-how abroad—first by importing prod- 
ucts from the United States, then by establishing pro- 
duction facilities, and finally setting up. local research 
and development centers. With regard to consumer 
products in Europe, this industry is still undergoing 
major structural changes in organization, distribution, 
marketing and packaging, and we are able to benefit 
from our familiarity with similar changes which occurred 
earlier in this country. In the food service industry, for 
example, Jacques Borel International, our European res- 
taurant subsidiary, is a leader in institutional feeding and 
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expressway restaurants. These are well-developed busi- 
nesses in the United States, but are still new to Europe. 


In your overseas operations you employ only a few 
Americans. Was this planned? 


Mr. Larkin: Yes, it's been a long-standing Grace policy 
to employ nationals of the countries in which we Operate 
to the greatest extent possible. We believe this policy 
has proved successful. Despite competitive demand for 
managerial talent in Europe, we have been able to build 
a strong management team. 


In November you raised $100 million through the sale 
of convertible debentures. Will this take care of your 
capital requirements for the next few years? 


Mr. Grace: Yes. These funds and our projected cash 
flow should be sufficient to meet our capital needs. 


As you enter 1972, what challenges do you face and 
what kind of performance do you expect? 


Mr. Larkin: Let me mention some particular challenges. 
One, of course, is to minimize even further our expo- 
sure in areas of political uncertainty, and to offset the 
probable reduction in earnings from these operations. 
Another is to see that the Consumer Products and Ser- 
vices Group continues its improvement in profits and 
return on investment. Some of its newer activities like 
library book distribution, restaurant operations and its 
Leisure/Performance Division did extremely well in 1971, 
and this must keep up. It also needs to obtain better re- 
sults from its grocery products units, and | think a good 
Start has been made to accomplish this. Thirdly, the Hatco 
Group has had a number of serious problems since the 
middle of 1969. While it is on the road to solving them, 
it is still not out of the woods and we will monitor this 
closely. Another challenge, and one that affects all major 
corporations, is how to handle properly the social and 
environmental responsibilities which business has. This 
is one we are actively working on. 


Mr. Grace: With regard to performance, there are indi- 
cations that 1972 may be a year of economic progress 
in the United States, while GNP growth in certain Euro- 
pean countries could be slowed by the aftereffects of 
recent international monetary readjustments. On bal- 
ance, however, we are optimistic, and | look for an in- 
crease in our earnings, with a greater improvement the 
following year. 
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H. B. ice cream 
Seapak shrimp 
Barilla macaroni 
Nalley’s chips 
Leat candies 
Wayne candy 


rmet platter 


“Borel expressway restaurant 
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“motor home industry. Tt e growing | 


popularity of long- distance travel 
and camping has been enhanced 
by the convenience and economy of 
these comfortable recreational 
vehicles. 


Enthusiasm for outdoor sports in all 


age groups is widening demand 

for sporting goods, Herman's World 
of Sporting Goods in the New York 
area offers a complete line of 
equipment for all types of sports 
activity. 
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Golding divisions are major 
suppliers of decorative mattress 
ticking and upholstery fabrics in 
the United States. A subsidiary 
headquartered in Belgium, Bekaert, 
is a world leader in the manufac- 
ture of damask mattress ticking. 


Fashion apparel 
> Letisse handbag: 
Platiorm sandal: 


nology market 
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several specific 


Through Jet Containers, Graceis 


a leading manufacturer of dispos- 
able, plastic beverage containers 
and dinnerware. Foam egg cartons 
from Kennesaw havea large poten- 
tial market. Only 20% of the eggs 
sold in the United States are cur- 
rently packaged in modern plastic 
containers. Rigid Airmo/d cases 
are used for packaging such items 
as typewriters, power tools and 
postage meters. These cases, 
which have contoured double walls 
and 


Market-Ready Beef 
Plastic drinkware 
Polyethylene cases 
Foam egg carton 
Cheese wrap. 


ne of the many products for 
the health care industry 
’ offered by Chemed Corpo- 
11s Septisol, a germicidal 
soap used widely by the medical 
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DuBC micals Divisi 

is a manufacturer and marketer 

of industrial and institutional clean- 
ing compounds. One new DuBois 
product, Du-Gu, is an advanced 
coating compound for food pro- 
cessing plants. DuBojs also has an 
environmental control services 
division to develop and market 
specialized products and systems 
for pollution control. 
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Cracking catalysts 

Measuring exhaust emissions 
Sprayed undercoating 
Battery separators 


race serves the petroleum 
industry. by providing fluid 
zeolitic catalysts which are 
essential in the catalytic cracking 
process to produce high-octane 
gasoline from heavier fuel oils. 


For the automotive industry, 

Grace products include undercoat- 
ings, sealants, adhesives, and 
sound-deadening materials. 


Grace is a worldwide manufac- 
turer of battery separators for 
automotive and industrial batteries. 
New Daramic plastic Separators 
may obsolete present types. 


In cooperation with automobil 


Bituthene application 
Masonry. insulation 


water and moisture penetration, 
oe freeze-thaw damage and corrosion. 


most important marketing area 


ISP! t 
nd masonry y construction from 


The trade name Zonolite applies. 
to a family: of construction products 


based on vermiculite, a micaceous 
mineral with unique properties. 


“These products are used as fire- 
proofing and insulating agents and 


as admixtures for lightweight 
concrete. 


orthe agricultural industry, 

Grace is an important supplier 

of fertilizers, feed and feed 
supplements, and animal insemi- 
nation services. 


The use of feedlots is proving to be 


- the most efficient method of rais- 


ing cattle for market. Grace formu- 
lates feed and feed supplements 
for sale to major beef producers. 


Fertilizer use in the United States 
increased substantially last year, 
particularly in the Corn Belt, the 


Livestock feeding 
Heavily fertilized crop. 


resistance, color acceptance, and 
improved flow and leveling. : 


Colorful high-performance latex- 
saturated papers have a high fold 
strength and are almost impossible 
to tear. They are used as backing 
for pressure sensitive tapes and to 
replace cloth and leather in book- 
binding. 


Twenty-four daily newspapers - 


“Bottle crown: . 
Polyester resins 


Lettertiex printing plate 
Specialty papers 


REVIEW OF OPERATIONS 


The Chemical Group manages the Company’s principal chemical ac- 
tivities, including industrial and agricultural chemicals and converted 
plastics. It stresses high technology areas with such product lines as 
petroleum cracking catalysts, container sealants, automotive battery 
separators and flexible packaging films. The markets for these prod- 
ucts tend to be non-cyclical in character and extend to all parts of the 
world. The Group reported sales of $802 million in 1971, and had 
operating income of $35.8 million. 

Research and development work is devoted to areas in which Grace 
has technological and commercial competence. At the Washington 
Research Center in Clarksville, Maryland, research concentrates on 
catalysis, biochemistry, curable liquid polymers, and fine-sized mate- 
rials. Among the important research projects under way are the testing 
of new catalysts for automobile exhaust converters, the development 
of new industrial applications for the polymers used in the Letterflex 
printing process, and a strain of microbe to help cattle adapt rapidly 
to concentrated feeds. 


The Industrial Chemicals Group had sales of $416 million, and earn- 
ings were higher for the fourth consecutive year. 

The Dewey and Almy Chemical Division, whose products include 
chelating agents and organic chemicals as well as container sealing 
compounds, had good results. The division started construction of a 
new sealant plant in Woodbury, New Jersey. 

The Polyfibron Division increased its profits substantially in 1971. 
The division has two new products which have excellent potential. 
These are the Daramic plastic battery separator, designed for both in- 
dustrial and automotive batteries, and Letterflex, a system for making 
plastic printing plates, which gained wider commercial acceptance 
among daily newspaper publishers. Marketing of Letterfiex also began 
in Europe and in Japan, where interest in the process is being shown 
by several newspapers with wide circulation. 

The Construction Products Division, which manufactures Zonolite 
—vermiculite insulating and fireproofing material, cement additives, 
and other specialty products for highway and non-residential con- 
struction, had a favorable year with increased operating earnings. The 
division's mill in Libby, Montana, where the largest known deposit of 
vermiculite is located, is being modernized and expanded. 

Sales of the Davison Chemical Division were lower because of gen- 
eral economic conditions and changes in customer demand for some 
types of catalyst. Davison introduced new processes for ozone and 
oxygen generation to replace chlorine in the treatment of municipal 
and industrial waste water. 

In foreign operations, results from the Pacific and Latin American 
Division were particularly strong. Although sales of the European 
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Division increased, earnings were lower in 1971 because of unfavor- 
able economic conditions during the first half of the year, primarily in 
Germany and Italy. This was the first earnings decline for the European 
chemical business, but by the end of the year earnings were running 
‘at a rate ahead of 1970's. 

The Industrial Chemicals Group expects continued improvement in 
overall earnings in 1972. 


The Agricultural Chemicals Group manufactures and markets fertil- 
izers, feed and feed supplements, and pesticides, and provides animal 
insemination services. 

In 1971, earnings improved mainly because of strong demand for 
fertilizers during the spring and fall planting seasons. Favorable 
weather in both periods and a firmer price structure in the industry 
were important factors. 

It is difficult to make an accurate forecast for the impending fertil- 
izer Season as Consumption can be Significantly affected by weather 
conditions, farm income, corn acreage, and the actions of competitors. 
A vital factor affecting profitability is the level of prices. The supply 
and demand situation in phosphate-based fertilizers is rapidly moving 
into balance, and, for anhydrous ammonia, it is estimated that within 
three or four years operating rates will climb above 90% of capacity. 
These improving supply/demand ratios should result in favorable 
price trends for fertilizer manufacturers. 

Sales by American Breeders Service (ABS) of insemination services 
to the dairy cattle industry were strong. An excellent potential exists in 
serving the larger beef cattle industry. ABS recently extended its ac- 
tivities to horses. 

Feed and feed supplement operations, which were adversely af- 
fected in 1971 by the unfavorable hog/corn ratio, are expected to 
improve as pork and beef producers raise more animals. Grace pro- 
duces feeds for swine and beef cattle in the Corn Belt and for beef 
cattle in the High Plains states. 

The Company's remaining investment in the seed industry was sold 
in August. Prior to the sale, this business had benefited from increased 
corn planting and demand for blight-resistant seed corn. 

This year, two important projects will be undertaken. One involves 
a process changeover at the Memphis ammonia plant to reduce oper- 
ating costs. The other is a partial switch from ammonia to hydrogen 
production at the Trinidad manufacturing complex. Hydrogen will be 
sold under a long-term supply contract for desulfurization of fuel oil. 


The Converted Plastics products which contribute most to earnings 
are the flexible packaging materials of the Cryovac Division. Cryovac 
has been a pioneer and a leader in the development of packaging 
systems for the food industry. These systems include films, bags and 
pouches, machinery and equipment, and technical service, for the 
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packaging of meat, poultry and cheese, sold to meat packers, food 
processors and supermarket organizations. 

In 1971, sales and earnings of the Cryovac Division increased, 
benefiting from wider acceptance of the Market-Ready Beef program.: 
The vacuum packaging of prima! cuts of fresh beef in Cryovac bags at 
central locations has important cost advantages for supermarkets as 
they streamline individual store operations. A new technically superior 
Barrier Bag, which provides abuse resistance, added strength, and air 
and moisture impermeability, was introduced in 1971 for this program. 

The Formpac Division had strong sales growth during the year for 
its clear and opaque meat trays, Airmold containers, and oriented 
polystyrene sheet for food packaging. Sales of polystyrene egg cartons 
produced by Kennesaw Plastics are expected to expand in volume in 
1972 as egg producers and supermarkets switch to this sturdy new 
package. Jet Containers was acquired in July, 1971. It manufactures 
plastic disposable beverage containers and dinnerware for the airline 
and food service industries. 

The PDC Systems Division, which manufactures packaging mate- 
rials and designs merchandising systems for consumer soft goods, 
operated at a loss because of reduced retail sales in the apparel in- 
dustry and under-utilization of its recently increased plant capacity. 


The Consumer Products and Services Group produces and markets 
packaged food products and has service operations in the United 
States and Europe. Sales lasi year were $712 million, and operating 
profits rose by 27% to $16.6 million. 

During the year, the Grocery Products Group was formed to place 
under one management all of Grace’s packaged food lines throughout 
the world. In Europe, grocery operations had excellent sales and earn- 
ings in 1971. Of particular importance were the pasta products of 
Barilla and ice cream sold by Tanara—both in Italy, Materne jams and 
compotes sold in France and Belgium, and soft drinks distributed by 
Raak in Holland. 

In the United States, earnings of chocolate and confectionery opera- 
tions were ahead, while those of frozen food operations were about 
equal to the previous year's. The profits of Nalley’s Fine Foods, how- 
ever, were lower because of difficult economic conditions in its major 
marketing territory coupled with start-up problems at its new canning 
plant in California. 

A significant contributor to the progress of the Consumer Products 
and Services Group was the Educational Services Division which dis- 
tributes general books to libraries. A new warehousing facility was 
opened north of Dallas which will improve deliveries to customers in 
the Southwest. 

The results of Far West Services’ restaurant operations also were 
excellent, and the number of locations expanded rapidly. There were 
12 restaurant openings in the West last year. In the East, the successful 
operating format and procedures of Far West were adopted in four 
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new restaurants in greater Atlanta, one in Syosset, Long Island, and 
another in Fairless Hills, Pennsylvania. It is expected that more than 
20 new facilities will be opened in the United States this year. 

Food service, both industrial catering and the operation of restau- 
rants, is the principal business of Jacques Borel International, a sub- 
sidiary in France. Borel, whose sales grew more than 50% in 1971, has 
institutional feeding contracts in France, Belgium and Germany, and 
operates various types of restaurants in cities, on expressways, and at 
airports. It has contracts to build motels and hotels, which will place 
Borel in a related and fast-growing business. Early in 1972, Borel’s 

_activities were expanded into Italy. 

Approximately 100 million meals were served during 1971 in Grace 
food service operations in the United States and Europe. 

The Leisure/Performance Division was established in 1971 to man- 
age two consumer product lines new to Grace: performance and 
automotive after-market parts, and toy distribution. Manufacturing facil- 
ities, which produce custom wheels, engine paris, gaskets, shifters, 
ignition systems, and automobile accessories for the performance 
after-market, are located on the West Coast and in Ohio. 

Wholesaling and retailing of toys in Texas and contiguous states is 
carried on by Lachman-Rose. Elmex, located in Cincinnati, distributes 
toys and housewares. Grace also owns a majority interest in F.A.O. 
Schwarz, the well-known toy retailer with a main store in New York 
and branches in other cities. 

The Consumer Products and Services Group expects to increase 
sales and earnings in 1972. 


The Hatco Group is comprised of operations in both of Grace's key 
areas—specialty chemicals and consumer goods. Its chemical product 
lines include oxo-alcoho! and plasticizers for the plastics industry, 
converted vinyl sheet and film, and polyester resins. Its principal con- 
sumer products are styled merchandise such as mattress ticking and 
upholstery fabrics, footwear and apparel. Hatco also has retailing 
operations in sporting goods and shoes. 

Hatco’s sales were $285 million, compared with $246 million in 1970. 
Operating income from chemical activities amounted io $900,000, 
compared with a loss of $800,000 in 1970. This improvement was due 
to profits from the new oxo-alcoho! plant in Puerto Rico, increased 
earnings from polyester resins and improvement in vinyl operations. 
However, results of consumer activities were down $2.3 million to $3.5 
million. While retailing operations showed good improvement, ‘the 
ladies apparel and shoe importing businesses had sizeable losses. 

Hatco’s new oxo-alcohol joint venture in Pefuelas, Puerto Rico, 
came on-stream early in the year and is operating satisfactorily. The 
Fords, New Jersey, phthalic anhydride facility was closed because of 
overcapacity in this commodity chemical. Sales of polyester resins to 
the automotive, marine and home furnishings industries were strong. 
A new plant was opened in Fort Lauderdale for the production of 
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woven fiberglass rovings for the molding of hulls for pleasure boats. 

Throughout the year, Hatco has concentrated on strengthening the 
management organization and manufacturing, financial and inventory 
controls at the John Meyer Division in Norwich. These actions are ex- 
pected to lead to improved results in 1972. Jones New York, anew line 
of women’s sportswear introduced in the fall of 1970, was well ac- 
cepted in 1971. 

In footwear, results were mixed. The domestic manufacturing activi- 
ties of Lawrence Maid and the retailing operations of Pix of America, 
which has a 31-store chain in Florida and Georgia, both showed good 
sales gains. The shoe importing business, however, was adversely 
affected by longshoremen’s strikes, the 10% import duty surcharge 
and a provision for possible cost adjustments. 

Specialty textile activities had better results. Of significance were 
the operations of Bekaert, a Belgian subsidiary, which has a world 
leadership position in damask mattress ticking. 

Herman's World of Sporting Goods, a successful high-volume mer- 
chandiser, opened two new stores in 1971, bringing to five its number 
of outlets, all located in the New York metropolitan area. Hatco further 
expanded its participation in this growing field, through a five-store 
sporting goods operation in the Delaware Valley. 

With corrective measures taken in a number of its problem areas 
and with continued improvement in chemicals and retailing, the Hatco 
Group should start to regain the levels of profitability it once achieved. 


Chemed Corporation (formerly the Specialty Products Group and now 
a 96% -owned subsidiary) concentrates on five major lines of business: 
water treatment and pollution control; health care products and ser- 
vices; institutional food service cleaning compounds; specialized in- 
dustrial cleaning chemicals; and direct mail operations. 

Chemed’s sales advanced from $112 million in 1970 to $124 million 
in 1971, an increase of 11%. Operating income was $8.7 million, up 
16%. This rate of profit growth exceeds the 10% average annual in- 
crease recorded during the previous five years. The growth was broadly 
based among all major operating units of Chemed. 

Waiter treatment and pollution control is one of the rapidly growing 
markets served by Chemed. The Dearborn Chemical Division provides 
chemicals for boiler and cooling tower water, and services and prod- 
ucts for the treatment of industrial waste water in the United States, - 
Canada and England. Elson T. Killam Associates, an engineering con- 
sulting firm in New Jersey specializing in the design of municipal 
waste treatment and water supply systems, was acquired early in 1971. 

The health care industry is another growing field for Chemed prod- 
ucts and services. Veratex medical and dental supplies are marketed 
by direct mail to doctors and dentists in all parts of the United States. 
Vestal Laboratories is a supplier of disinfecting and cleaning com- 
pounds to medical institutions. Chemed’s Medical Diagnostic Services 
Division is comprised of 12 clinical testing laboratories which offer 
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more than 350 test procedures critical in the diagnosis of practically 
every major disease. All these laboratories are automated. 

The largest contributor to Chemed’s sales and earnings was the 
DuBois Chemicals Division. DuBois’ primary business is the manufac- 
ture and sale of formulated cleaning compounds for institutional and 
industrial uses. DuBois now has 1400 sales representatives, and the 
new foreign markets it has penetrated have started to produce signifi- 
cant revenues. 


The Natural Resources Group consists of subsidiaries that engage 
in the production of crude oi! and natural gas in Libya and in the 
United States, mining operations in South America and Canada, and 
pulp and paper manufacturing. Earnings of the Group were down sub- 
stantially in 1971. Taxes on crude oil were increased, and the rate of 
production was limited by the Libyan Government. Prices for tungsten 
ore in world markets declined steadily throughout the year to a cyclical 
low. Finally, there was a higher level of export taxes on mineral ship- 
ments from Bolivia. 

In 1971, the Natural Resources Group purchased a 22% interest in 
Western Mines Limited—which operates a copper and zinc mine on 
Vancouver Island, British Columbia—and a 50% interest in a company 
organized to develop a tin placer deposit in Brazil. The Group is 
actively engaged in exploratory work for petroleum and mineral re- 
sources in many parts of the world. 

Earnings from the Company’s 50%-owned paper manufacturing 
enterprise in Colombia increased. The marketing of Grace’s propri- 
etary Peadco process for making pulp from bagasse, the fibrous 
portion of sugar cane, was intensified. Current expectations are that 
Peadco licenses will, by the end of the current year, cover 38% of the 
one-million-ton worldwide bagasse pulping capacity. 

The performance of Grace subsidiaries in Peru improved, but results 
are not consolidated, Negotiations are continuing under an agreement 
in principle to sell to the government of Peru the remaining Grace 
paper and chemical investments in that country. 

Late,in the year, Grace completed the disposition of U.S.-flag sub- 
sidized shipping operations with the sale of its 50% interest in Gulf & 
South American Steamship Co., Inc. to Lykes- Youngstown Corporation. 


The New Enterprises Group increased its participation in the recrea- 
tional/leisure field by acquiring Shasta Industries of Simi, California, 
in December, 1971. Shasta makes the largest selling individual brand of 
travel trailer, and also makes motor homes, which are self-contained, 
self-powered vehicles providing complete living facilities away from 
home. Motor homes constitute the fastest growing segment of the 
recreational vehicle industry. Shasta has seven manufacturing plants 
and markets its trailers in 48 states through 465 independent dealers. 
Shasta’s sales and earnings were higher in 1971. The operations of 
Fan Coach were also satisfactory. 
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FINANCIAL DATA BY GROUP 


Net Fixed Assets 
(In millions of dollars—restated for poolings of interests 


and the change to the equity method of accounting) 1971 +870 

Chemical Group Industral Chemicals 96200 
Agricultural Chemicals Pooh Heh 
Converted Plastics Ae au 


342 342 

Group Total 58% 5B% 
2 ee 
Consumer Products & - 121 119 
Services Group Food & Food Service 20% 20% 

‘ 2 12 9 

Other Service Businesses 2% 1% 

a 
133 128 
* 

Group Total 29% 21% 
i 
Hatco Grou Intermediate & Specialty Chemicals a Pe 

c ere B% 8% 

Styled Merchandise & Retail Operations a9 17 

3% 3% 


64 67 

Group Total 11% 11% 

A 23 22 

Chemed Corporation 4% 4% 
Se ee ee et ee er EE ——E——EE Ee 

Natural Resources Grou Petroleum & Mining Operations pies a 

P i ining Op 3% 3% 

: F : ‘ 1 3 

Latin American & Steamship Operations _% 1% 
je Ge I ee ee ee Ee eee 

19 22 

Group Total 3% 4% 
Eee 

ea 11 11 

Other Activities 2% 2% 


$592 $592 
100% 100% 


Income from operations is computed on an after-tax basis before extraordinary items and allocation of 
general corporate overhead and genera! corporate interest. For this table, taxes are computed substantially 
on a separate return basis for each subsidiary and each division of the Company. in the case of each U.S. 
subsidiary and division, benefits tor all generated investment tax credits and operating losses, if any, are 
recognized currently. 


Totals 


Sales and Operating Revenues Income from Operations 


1971 1970 1969 1968 1967 1971 1970 1963 1968 1967 
a Se ee 
$ 416 $ 393 $ 354 $ 307 $ 288 $23.2 $22.9 $19.8 $19.5 $18.4 
20% 20% 17% 15% 15% 35% 33% 32% 238% 23% 
280 311 334 342 355 8.9 8.4 8 9.1 16.8 
14% 15% 16% 17% 19% 13% 12% 1% 11% 21% 
106 96 85 72 62 3.7 4,8 4.8 3.0 2.6 
5% 5% 4% 3% 3% 5% 7% 8% 4% 4% 
SS a ae a ee a ae eee 
802 800 773 721 705 © 35.8 36.1 25.4 31.6 37.8 
39% 40% 37% 35% 37% 53% 52% 41% 38% 48% 
Se a ee ee a eee ee a ae ee 
544 503 509 539 468 10.0 8.2 9.1 13.1 12.6 
27% 25% 24% 26% 24% 15% 12% 15% 15% 16% 
168 148 120 109 112 6.6 4.9 3.4 4.1 4.0 
8% 7% 6% 5% 6% 9% 7% 6% 5% 5% 
re 
712 651 629 648 580 16.6* 13.1* 12.5* 17.2* 16.6* 
35% 32% 30% 31% 30% 24% 19% 21% 20% 21% 
EE ee Ea ee se le ee ee ee el 
93 73 89 85 69 9 (.8) 1.9 3.6 3.2 
5% 4% 4% 4% 4% 1% (1%) 3% 4% 4% 
192 167 151 123 79 3.5 5.8 8.4 8.0 5.6 
9% 8% 7% 6% 4% 5% 8% 14% 10% 7% 
a a I ER a EE er a ee te Ae ae 
285 246 240 208 148 4.4 5.0 10.3 11.6 8.8 
14% 12% 11% 10% 8% 6% 7% 17% 14% 11% 
oR ee eS 
124 112 98 83 74 8.7 7.5 6.9 6.1 5.8 
6% 5% 5% 4% 4% 13% 11% 11% 7% 7% 
- 68 ve 74 £46f 53 £4.15 61 66 64 44 
3% 4% A% 3% 3% 2% 12% 11% 7% 5% 
20 96 256 298 302 1.4 (.6) (1.7) 8.0 4.7 
1% 5% 12% 15% 16% 2% (1%) (3%) 10% 6% 
ce a 
88 172 330 359 355 2.9 7.5 4.9 14.4 8.8 
4% 9% 16% 18% 19% 4% 11% 8% 17% 11% 
a ee 
38 34 31 49 44 4 4 1.3 3.1 1.6 
2% 2% 1% 2% 2% —% —% 2% 4% 2% 
tS 
$2,049 $2,015 $2,101 $2,068 $1,906 $68.8 $69.6 $61.3 $84.0 $79.4 
100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 


*Excluding Miller Brewing Company divested in 
July 1969, the Consumer Products & Services 
Group totals would be: 

at $16.6 $13.7 $10.4 $12.1 $11.4 


SUPPLEMENTAL FINANCIAL DATA 


Long Term Debt: On November 16, 1971, the Company sold, through a public 
underwriting, a $100 million issue of 6Y2 % convertible subordinate debentures 
due 1996. This issue, which has been listed on the New York Stock Exchange, 
was well received in the market. 


Worldwide Operations: In 1971, income from operations was $68.8 million, 
compared with $69.6 million in 1970, divided geographically as follows: 


Income from Operations 


% of Total 
($ Millions) 1971 1970 1971 1970 
United States and Canada .............. $44.2 $43.2 65% 62% 
Western EULOpG: cists sonstccicrs of releesternesss-te 14.2 12.5 20 18 
AIIMOIMENE caartecconns tea cnyere cre cermerecerae 10.4 13.9 15 20 
Ket: ieee eh eeto me racecar o on $68.8 $69.6 100% 100% 


Sales and operating revenues outside the United States and Canada in 1971 
and 1970 contributed $675,000,000, or 33%, and $714,000,000, or 35%, re- 
spectively, to consolidated sales and operating revenues. The decline is largely 
attributable to the deconsolidation of Peruvian operations in mid-1970, as well 
as to the divestment of certain Latin American businesses. 


Employment Costs: Total employment costs in 1971 were $461,842,000, com- 
pared with $442,200,000 the previous year. These costs include salaries, wages, 
other forms of compensation, employee benefit and pension plan expenses and 
social security contributions. 


Capital Expenditures: The following table compares capital expenditures, in- 
cluding those of pooled companies, for 1971 and 1970. Net properties and 
equipment of other companies acquired are included in the year of acquisition. 


1971 1970 
Chemical Group ($ Thousands) 
IndustrialkGhemicalSaemmavert etree ats lccs worteeeres & $27,552 $ 29,745 
Agncunu ral: Ghemleals ccs c.tete ca cceranerers: ooseesteneteravere sce 8,489 6,963 
Gonverted PiIAStlGScsusceate sce rtckerersi et stave, ccsries eadeeaussrese 9,692 9,691 
Subtotal gocmacmuccrewsrersm cre rate secbecss auto! slows a oenstetene ote 45,733 46,399 
Consumer Products & Services Group ........----0 ee eee 31,308 42,550 
FlatGo! Group! meecetstereca ore caries seats ores > So ets ce uaneetemaaoeys 7,408 10,778 
Ghemed! Corporatlon set cracceteeersrcaensrers eeosie sve we qeuenectacets 3,260 3,492 
Natural Resources2Groun: «28 css cele meta erereenese easy oe 1,268 7,516 
OtharrActivitioSeecses sccee ce taere c.ecsueaecotesearue epee serene syoeenswenensases 1,754 1,472 
iNOtal eee ee eas iy eee cucu ceetretces. catew tenn rege eapeneese tots $90,731 $112,207 


Working Capital: Operations provided additions to working capital (cash flow) 
in the amount of $119,206,000 in 1971, compared with $123,722,000 in 1970. 
The sources include income before extraordinary items, depreciation and 
depletion, deferred income taxes and other items. 

Working capital increased to $431,119,000 as of December 31, 1971 from 
$342,785,000 at the end of the previous year. The Company's current ratio at 
the end of 1971 was 2.1:1, compared with 1.8:1 at the end of the prior year. 


42 


W. R. GRACE & CO. AND SUBSIDIARY COMPANIES 


STATEMENT OF ACCOUNTING POLICIES 


Principles of Consolidation: The consolidated financial statements include the 
accounts of the Company and all majority owned and controlled domestic and 
foreign subsidiary companies (except for Peruvian subsidiary companies). All 
significant intercompany transactions have been eliminated from the consoli- 
dated financial statements. Certain investments in less than majority owned 
companies are carried at cost adjusted for subsequent changes in equity since 
dates of acquisition. 


Translation of Foreign Currencies: The assets and liabilities of the Company's 
foreign subsidiaries have been translated into United States dollars at year end 
rates of exchange, except that properties and equipment (and related deprecia- 
tion) have been translated at rates prevailing at dates of acquisition. Income 
and expenses (other than depreciation) have been translated at rates prevailing 
during the year. Unrealized foreign currency translation adjustments are taken 
into income currently except that those adjustments arising from the translation 
of indebtedness incurred to finance additions to properties and equipment are 
amortized over the estimated useful lives of the related assets. 


Inventories: Inventories are stated at the lower of cost or market. Due to the 
diversified nature of the Company’s operations, several bases of determining 
costs are used, including first in-first out, average and identified cost. Market 
for raw and packaging materials is based on replacement cost and for other 
inventory classifications on net realizable value. 


Properties and Equipment and Related Depreciation: Depreciation of prop- 
erties and equipment is generally computed using the straight line method over 
the estimated useful lives of the assets and depletion of mineral and oil pro- 
ducing properties is provided on the unit of production method. Expenditures 
for maintenance, repairs, renewals and betterments which do not materially 
prolong the useful lives of the assets are charged to income as incurred. The 
cost of property retired or sold, and the related accumulated depreciation, is 
removed from the accounts, and any gain or loss, after taking into consideration 
proceeds from sale, is transferred to income. 


Goodwill: Goodwill, principally arising from acquisitions accounted for as pur- 
chase transactions, is amortized using the straight line method over the esti- 
mated useful lives, but not in excess of forty years. 


Research and Development: These costs are charged to income as incurred. 


Pension Plans: Pension obligations, under various funded and unfunded do- 
mestic and foreign (including prevailing social law) plans, are generally pro- 
vided by current funding and accruals. Prior service costs, as to certain of the 
plans, are amortized generally over ten to thirty years. 
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W. R. GRACE & CO, AND SUBSIDIARY COMPANIES 


Consolidated Statement of Income 


Sales and operating revenues ..........0. eee e eee ees 


Dividendscamdlinterest ace crccccsts w sestevas ects esera elore emus 


Net gain on retirement of debt and disposition of 


o) £0) = 14 (><> a 


Equity in earnings of less than majority owned 


COMPANIES . 6... ee cee etre ee eee tees 


Cost of goods sold and operating expenses ........... 
Selling, general and administrative expenses .......... 
Depreciation and depletion ......... eee eee eee eens 
Research and development expenses .......-....-++-- 
Interest EXPENSE 1.1.2... - cece tee ree re reer eee eeee 


income applicable“to minority stockholders .......... 


U.S. and foreign income taxes: 


(OUP AAA Eh See SPT SE Ror Oc PRL I eeraerc 
Betetried teea.c scccvaruteaetemmcn dasteraie ne wonsde toponeauevetsusiatstafeds 


Income before extraordinary itemS ......-...- eee eee 
Extraordinary iteMS 20... eee cece eee eee tees 


NGTRIMCOMO  sitirrtece se veate roms. «rasatenaiateese oorenare tego nateveneneks 


Earnings per common and common equivalent share: 


Income before extraordinary items ............-. 
Extraord InanyaltOms sos diccue arene ccstsupuazs: cceneteheenaseserens 


Nfeitalaleveliile® cena eee eneRO merce com ceric 


Earnings per common share assuming full dilution: 


Income before extraordinary items ..........--.6- 
Extraordinary iteMS 2.0... ee eee eee ee ee tenes 


NetalmGosmetn crs must eco as: stone Cove: sua reta oie erayeveransieyelase tens 


* Restated. 


1971 1970* 
(In Thousands) 
$2,048,873 $2,014,774 
13,382 12,895 
2,501 4,720 
3,668 3,245 
2,068,424 2,035,634 
1,463,535 1,432,303 
396,290 390,293 
57,715 58,620 
20,517 20,772 
37,747 42,203 
2,352 3,837 
1,978,156 1,948,028 
90,268 87,606 
37,553 31,303 
3,188 2,096 
40,741 33,399 
49,527 54,207 
(6,210) (21,039) 
$ 43317 $ 33,168 
$1.83 $1.99 
_(.23) _(.81) 
$1.60 $1.48 
$1.77 $1.92 
_(.21) zal) 
1.56 $1.21 


The Statement of Accounting Policies, page 43, and the Notes to Financial Statements, pages 


49 to 57, are an integral part of this statement. 
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W. R. GRACE & CO. AND SUBSIDIARY COMPANIES 


Consolidated Statement of Paid In Capital 


Balance at beginning of year ........... 00.0. cee eee 


Excess of par or stated value of capital stock of 
companies combined in poolings of interests 
transactions over the par value of the Company's 
shares issued insexchange-:...d.cc. 8000s 0c es eden 


Excess over par value of common stock issued upon: 
Exercise of Stock OptlonS sAcs.c2%. cuduteeaviairse tne 
Payment of incentive compensation ................ 


Acquisition of businesses in purchase transactions .... 
Net proceeds from Chemed Corporation public offering . . 


Expenditures relating to poolings of interests transactions 
initiated prior to November 1, 1970 ................. 


Consolidated Statement of Retained Earnings 


Balance.at beginning of year ..... 0065 s.sc0sees0e0 ne f 


Adjustment for the cumulative effect of the change 
to the equity method of accounting ................. 


Balance at beginning of year as adjusted .............. 


Net imGOme: meget. ta ccycdeea cece eee cian cc ovine te cee sate re 


Dividends paid: 
W.R. Grace & Co. 
Pretented 's.c4 3 Os0k Aeteosn cee cota oseee dire pinto wozelard aes 


Common ($1.50 per share) ........ 0.0.00. e eee 


Pooled companies—prior to combination with the 
Company (1970 includes $2,797,000 in kind) ....... 


Balance at end of year... 0... .. ec eect e cece eee 


* Restated. 


1971 1970* 
(In Thousands) 
$202,288 $201,181 

= 623 
202,288 201,804 
136 _ 
= 602 
3,259 _— 
4,160 _ 
(737) (1,410) 
(150) 1,292 
$208,956 $202,288 
1971 1970* 
(In Thousands) 
$445,754 $449,243 
10,771 10,580 
456,525 459,823 
43,317 33,168 
_ 499,842 492,991 
837 848 
34,949 32,214 
__ 498 __ 3,404 
36,284 36,466 © 
$463,558 $456,525 


The Statement of Accounting Policies, page 43, and the Notes to Financial Statements, pages 


49 to 57, are an integral part of these statements. 
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W. R. GRACE & CO. AND SUBSIDIARY COMPANIES 


Consolidated Balance Sheet 


ASSETS 
CURRENT ASSETS 


Cash, including time deposits of $30,977,000 
(1970—$38,550,000) 2.2... 0c cee cc etc ences es 


U.S. Government and other marketable securities, 


at cost (approximate market value) ..........++.--- 


Notes and accounts receivable, less allowances of 
$10,780,000 (1970—$9,948,000) ...........2 0 eee eee 


[MVventoricsserte secereerrctreenen muta nee starrer tbe Toneteterens 
Prepaid ExPEMSOS airrc-crey cress cones oa eecscogcceiw essee sQecersisiteenel/el= 


TOTAL' CURRENT ASSETS 455, c2 ese pie severe ee 


OTHER ASSETS 
Investment in Marine Midland Banks, Inc. .........-.+-. 
Investment in Occidental Petroleum Corporation ........ 


Investments in and advances to unconsolidated 


Peruvian subsidiary companies .............+2.-05- 


Investments in and advances to less than majority 


OWNER COMPANIGS ester rece =e rcsyerm nice -feasle ete sce: eoauersceze.« 
Long term receivables and other assets .........-.--6- 


Goodwill, less amortization of $7,730,000 
(1970—$7,379,000) 2... cee eee ee ene tees 
TOTAL OTHER! ASSETS «2.256 coe cesar eens 


PROPERTIES AND EQUIPMENT, at cost less accumulated 
depreciation and depletion of $450,769,000 


(1970 =$422, 2011 COO) sce ais cas syoee core atoce ausnnieceetaceiens 


* Restated, 


December 31, 


1971 


1970* 


(In Thousands) 


$ 59,578 $ 69,661 
41,836 11,848 
331,097 329,755 
369,880 353,865 
19,039 21,058 
821,430 786,187 
30,515 30,515 
17,500 17,500 
39,016 43,154 
27,467 27,778 
71,932 69,161 
47,776 46,558 
234,206 234,666 
592,079 591,907 
$1,647,715 $1,612,760 


The Statement of Accounting Policies, page 43, and the Notes to Financial Statements, pages 


49 to 57, are an integral part of this statement. 
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December 31, 


1971 


1970* 


(In Thousands): 


LIABILITIES 


CURRENT LIABILITIES 


Eoansipayablet tt .ok eect mee een eee ew meet eee $ 101,470 $ 173,454 
Accounts and acceptances payable .................. 210,131 207,843 
U.S. and foreign taxes on income .............0.200-, 34,229 25,822 
Oihercurrentullabillti6s! te. eae sles ancmenin eee roe oe 44,481 36,283 
TOTAL CURRENT LIABILITIES .............. 390,311 443,402 
DEFERRED) TAXES ONSINCOME Mis Ne sarees 25,173 27,676 
FOREIGN SOCIAL LAW OBLIGATIONS AND OTHER 
NONGURRENT LIABILITIES: S2Si.5.. bee aGasse. cess 21,200 18,106 
EONGSTERMIDEB Tismicisru-tech crater aca we nutes nace 477,407 406,040 
RESERVE FOR LOSS ON DIVESTMENTS AND 
ABANDONMENT Saieeeyta ota ie een ane re boo 5,100 6,700 
EQUITY OF MINORITY STOCKHOLDERS IN 
CONSOLIDATED SUBSIDIARIES .................. 19,666 15,844 
938,857 917,768 
STOCKHOLDERS’ EQUITY 
CAPITAL STOCK 
Pretenradtstockszaerercn ecere ma err area ene 11,1389 11,153 
Common StOCtce sewsis acyete renee. tt ececeie cae ea rerceae eA 25,205 25,026 
_ PAID IN CAPITAL, per accompanying statement ........ 208,956 202,288 
RETAINED EARNINGS, per accompanying statement .... 463,558 466,525 
708,858 694,992 
$1,647,715 $1,612,760 
* Restated. 


The Statement of Accounting Policies, page 43, and the Notes to Financial Statements, pages 


49 to 57, are an integral part of this statement. 
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Consolidated Statement of Changes in Financial Position 
1971 


1970* 


(In Thousands) 


FINANCIAL RESOURCES PROVIDED BY: 


Income before extraordinary items ....... 0006s e ee eee $ 49,527 $ 54,207 
Provision for depreciation and depletion .............-- ry er bie 58,620 
Othe raMOnlZatlOn cee ces seers tan caseneen srevere tone neta stsarsetes=le 6,525 5,153 
Provision for deferred income taxes .........005e ee eee 3,188 2,096 
Income applicable to minority stockholders ..........-+- 2,352 3,837 
Equity in undistributed earnings of less than majority 
owned companieS .....--- see ce cere eect eee teens (101) (191) 
Working capital provided by operations ......-...+.-- 119,206 123,722 
Working capital provided by extraordinary items: 
Proceeds from sales (less abandonment costs), 
inclusive of income tax recoverieS .......... eee eee 15,600 22,600 
Working capital divested ......-. eee eee e eee eens (3,400) (20,700) 
Issuance of long term debt: 
6V2% convertible subordinate debentures ........... 100,000 — 
(Olli fin eee aE Soares peo bed Oo cUTeNa ao OnD 11,891 12,375 
Disposal of properties and equipment ........-+-++++-- 7,159 9,047 
Proceeds from Chemed Corporation public offering ..... 7,000 _ 
257,456 147,044 
FINANCIAL RESOURCES USED FOR: 
Capital expenditures .. 0... 6... ee eee eee eee teens 90,731 112,207 
Gash GIVIGGMAS: <a erg cic rece cee cnstscereace: stenslenenmieneieietasalionedscere 36,284 33,669 
Retirement and repayment of long term debt ........-.-. 38,831 32,053 
Elimination of working capital: 
Deconsolidated Peruvian subsidiary companies ....... — 14,212 
Divested businesses reserved for in prior years ....... — 15,339 
Increase in long term receivables, other assets and 
COOUWIIN cee nt u oinr alae tic wera aseaievese tensile of e,e, sues eunseiie aia ce 11,067 10,161 
Other transactionssmOtrccasio.e sae vaovecsce anecs cokes msstarento'sl a 4 (7,791) 8,741 
: 169,122 226,382 
INCREASE (DECREASE) IN WORKING CAPITAL ....... $ 88,334 $ (79,338) 
ANALYSIS OF CHANGES IN COMPONENTS 
OF WORKING CAPITAL: 
Cash and marketable securities ...........02--e eee $ 19,905 $ (23,270) 
Notes and accounts receivable, less allowances ......- 1,342 (15,758) 
TWVEMTOM OS a cscs cree ye eaceete ce coettetecs euelieveteer storey es enetecey cs 16,015 (38,953) 
Loans payable 2.0... cece cece ere eee eee eens 71,984 (47,259) 
Accounts and acceptances payable .........--.+++- (2,288) 13,936 
U.S. and foreign taxes on income ...........e ee eee (8,407) 24,923 
Other components of working capital ....-....-.-+-- _(10,217) 7,040 
$ 88,334 $ (79,338) 
* Restated. 


The Statement of Accounting Policies, page 43, and the Notes to Financial Statements, pages 


49 to 57, are an integral part of this statement. 
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Notes to Financial Statements 


(The Statement of Accounting Policies, page 43, is an integral part of the tinan- 
cial statements and notes thereto.) 


Note 1—General: 
(a) Investments in Marine Midland Banks, Inc. and Occidental Petroleum 
Corporation 

The Company's investment in Marine Midland Banks, Inc. (277,406 shares of 
$5.50 Convertible Preferred Stock) is carried at the value established when the 
stock was received which is presently in excess of its over the counter market 
value, The Company's investment in Occidental Petroleum Corporation (175,000 
shares of $8.00 Preferred Stock constituting all of the issued and outstanding 
shares of this class which is redeemable at par no later than 1981) is carried 
at the redemption price established when the stock was received as partial 
consideration for the Company’s sale in 1970 of certain Latin American busi- 
nesses to the Hooker Chemical Corporation, a subsidiary of Occidental (See 
Note 6). 


(b) investments in Unconsolidated Peruvian Subsidiary Companies 

In 1969 the Peruvian Government, under its Agrarian Reform Law, assumed 
control of certain subsidiaries’ lands and sugar mills in Peru. The net asset 
value of these properties was written off. A claim for compensation in the form 
of Agrarian Reform bonds has been filed with the Peruvian Government. 

In July 1970, the Peruvian Government issued The General Industry: Law 
which provides, among other things, that foreign ownership of industrial com- 
panies in Peru be reduced to a minority position and in certain cases divested, 
within an agreed period. Accordingly, all of the Peruvian subsidiary companies 
were deconsolidated at June 30, 1970 and the Company’s equity in the book 
value of the underlying net assets at that date has been included in “‘Invest- 
ments in and advances to unconsolidated Peruvian subsidiary companies.” 
This carrying value has been reduced in 1971 by certain related remittances, 

In November 1971, the Peruvian Government and the Company signed an 
agreement in principle for the sale of the Company's existing Peruvian paper, 
chemical and alcohol operations to the Government over a ten year period. This 
agreement also contemplates the investment of the Agrarian Reform bonds 
(referred to above) to be issued to the Company in a new Peruvian paper, 
chemical or other basic industrial enterprise with the Company’s resulting equity 
in such enterprise to be acquired by the Peruvian Government during the last 
five of fifteen years following the date the investment is made. The price and 
other specific terms of the sale of the Company's existing paper, chemical! and 
alcohol operations as well as of its future equity derived from the investment of 
its Agrarian Reform bonds'remain to be determined. 


(c) Chemed Corporation 
As of April 30, 1971, the business and assets of the Company's Specialty 
Products Group were transferred to Chemed Corporation, a 100% owned sub- 
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sidiary of the Company. In May 1971, Chemed Corporation sold to the public 
350,000 shares of its unissued capital stock, reducing the Company’s ownership 
to 96%. The excess of the proceeds from the offering over related expenses 
and the 4% minority interest in Chemed’s net worth as of the offering date has 
been credited to ‘Paid In Capital” in the Consolidated Balance Sheet. 


(d) Changes in Accounting Principles 
(1) Accounting tor Investments in Less Than Majority Owned Companies 

The basis of accounting for certain investments in less than majority owned 
companies (principally Productora de Papeles S.A., 50% owned and Com- 
pagnie Togolaise des Mines du Benin S.A., 37% owned) has been changed 
from the cost method to the equity method, in accordance with Accounting 
Principles Board Opinion #18, “The Equity Method of Accounting for Invest- 
ments in Common Stock.” Accordingly, the Company now includes in net 
income its equity in the earnings or losses of these less than majority owned 
companies. Previously, only dividends received from these companies were 
included in earnings. 

As a result, income before extraordinary items in 1971 has been increased by 
$101,000 (1970—$191 ,000). Retained earnings at the beginning of 1971 have 
been increased retroactively from the amount previously reported by $10,771,000 
(1970—$10,580,000) to reflect this change. 


(2) Accounting for Unrealized Foreign Currency Translation Adjustments 

During 1971 the Company adopied the policy of deferring unrealized foreign 
currency translation adjustments arising from the translation of indebtedness 
incurred specifically to finance additions to properties and equipment. Had this 
change not occurred, net income in 1971 would have been $1,240,000 lower 
($.05 per share). 


Note 2—Business Combinations: 
The following is a summary of businesses acquired which for accounting 
purposes have been treated as poolings of interests: 


1971 Shares of 1971 Results of Operations 
Common Stock Prior to Combination 
Issued Sales Net Income 


Consumer Products & Services Group 
(automotive parts manufacturer, toy 


wholesaler, two other businesses) ....-. 652,288 $24,423,000 $1,222,000 
Other Activities (manufacturer of travel 

trailers and motor homes) ..-...------ 476,700 27,501,000 1,412,000 
Converted Plastics (container 

manufacturer) ......0ses eee ee cece ees 100,000 1,235,000 152,000 


1,228,988 $53,159,000 $2,786,000 


The Consolidated Statement of Income includes the results of operations of 
ihe above businesses for the entire year and, accordingly, the financial state- 
ments for 1970 have been restated for comparative purposes. Certain adjust- 
ments have been made to the net assets of combined businesses to conform 
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to accounting practices of the Company. The effect of these changes upon 
previously reported consolidated earnings is not considered material. 

Previously reported sales and operating revenues and income before ex- 
traordinary items for 1970 have been increased by $67,641,000 and $2,740,000 
or $.01 per share (net income—$.05 per share) to give effect to the above 
business combinations. 

Also, in January and February 1971 the Company and its wholly owned sub- 
sidiary company, W. R. Grace Overseas Development Corporation, acquired 
capital stock of a food products company based in Europe and two domestic 
businesses for $10,000,000 in cash, the issuance of shares of the Company's 
common stock and W. R. Grace Overseas Development Corporation’s commit- 


LONG TERM DEBT 


Interest Years of December 31, 
Rates Maturity 1971 1970* 


tin Thousands) 


W. R. GRACE & CO. 


Promissory notes ............ 5 to 542% 1971-91 $204,678 $210,682 
Promissory notes ......62226+% 6.8 1983 14,500 15,500 
Subordinate debentures ..... 6Y2 1982-96 100,000 _ 

Subordinate debentures™ ..... 4Vy 1976-30 64,681 69,681 


Sundry indebtedness ......... 4to5% 1971-95 19,949 27,557 
, 403,808 323,420 


SUBSIDIARY COMPANIES 


W. R. Grace Overseas 
Development Corporation 


Debentures: sc .iiiccaecn es 5, 1971-80 16,850 17,200 
Debentures™ ............. 5 1976-86 15,000 15,000 
Promissory note ........... hel 1976-78 12,422 10,929 
OUNGI Heaters a ane cuonpeey teats 3,787 5,212 
Federation Chemicals 
Limitedey se aes ads ere are 5V% lo 5% 1971-77 11,522 T3572 
Other Subsidiaries ........... 38,365 42,990 
501,754 428,323 
Amount due within one year™ 24,347) (22,283) 


$477,407 $406,040 


(1) Issued in November 1971 and convertible into one share of W. R. Grace & Co. common stock 
for each $29.625 principal amount. 


(2) Convertible into one share of W. R. Grace & Co. common stock for each $60.69 principal 
amount, 


(3) Guaranteed by W. R. Grace & Co. 


(4) The Company has agreed to purchase, ata set price, all of the ammonia produced by Federa- 
tion in excess of its requirements and under certain conditions to advance cash to Federation 
to meet payments required under its note agreements. 


{5) Included in current liabilities under loans payable. 
*Restated. 
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ment to deliver shares of a new issue of preferred stock in the years 1972 
through 1974, convertible into shares of common stock of the Company. Ap- 
proximately 1,750,000 shares (1,600,000 shares at December 31, 1970) of the 
Company’s common stock were issued or are expected to be issued for these 
businesses. For accounting purposes these transactions have been treated as 
either poolings of interests or part purchase, part pooling of interests in con- 
formity with generally accepted accounting principles in effect at the time the 
transactions were initiated. The income related to the purchased portion of one 
acquisition has been included in ‘Income applicable to minority stockholders”’ 
in 1970. The 1970 sales of the businesses acquired in 1971 and included in 
the 1970 financial statements were $83,090,000 whereas the net income was 
$3,477,000. The 1970 table shown below includes these business combinations. 


1970 Shares of 1970 Results of Operations 
Common Stock Prior to Combination 
Issued & Issuable Sales Net Income 


Consumer Products & Services Group 
(book distributor, toy merchandisers, 
restaurant chain, food products company 


and one other business) .............. 3,015,650 $130,570,000 $4,512,000 
Hatco Group (women’s shoe manufacturer 

and retail sporting goods chain) ....... 661,000 32,805,000 1,435,000 
Chemed (four businesses) .............. 238,656 3,186,000 625,000 
Other Activities (manufacturer of travel 

trailers and motor homes) ............ 145,560 8,735,000 439,000 


4,060,866 $175,296,000 $7,011,000 


Note 3—U.S. and Foreign Taxes on Income: 

The consolidated U.S. Federal income tax returns of the Company and its 
domestic subsidiaries are closed for all years through 1964, except that 1962 
through 1964 are subject to Maritime adjustment. 

The years 1965 through 1967 are currently being examined by the Internal 
Revenue Service. In February 1972, at informal conferences with the IRS, the 
Company was informed by the Service that, as a result of its examination, IRS is 
proposing certain adjustments for the years 1965 through 1967 with respect to 
the Company's determination of domestic and foreign source taxable income. 
In view of the preliminary nature of this matter, no provision for possible 
additional income tax assessments has been made in the accompanying finan- 
cial statements. However, it is possible that the additional adjustments pro- 
posed by the Service, which could also affect subsequent years, could exceed 
existing tax reserves. If that should occur in the future, any deficiencies will be 
allocated for accounting purposes on a retroactive basis to the periods in 
which they arose. It is the Company's opinion that the final outcome of this 
matter will not have a material effect on the Company's consolidated financial 
position. 

Additional foreign and United States taxes might become payable if undis- 
tributed earnings of foreign subsidiaries were to be paid as dividends but such 
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taxes, if any, have not been fully provided since a substantial portion of such 
earnings has been or will be reinvested. 

Deferred income taxes are provided for the excess of depreciation for tax 
purposes over depreciation recorded for financial accounting purposes and for 
other significant timing differences. The investment tax credit, which is applied 
as a reduction of the tax provision in the year the properties and equipment 
are placed in service, reduced the 1971 tax provision by $1,420,000 (1970— 
$683,000). 


Note 4—Capital Stock: 
The preferred stocks ($100 par) authorized, issued and outstanding are listed 
below: 


Shares Par Value of 
Authorized In Shares Outstanding 
and Issued Treasury December 31, 
(December 31, 1971) 1971 1970 
6% Cumulative™ ........... 40,000 12,783 $ 2,721,700 $ 2,735,100 
8% Cumulative Class A® .... 50,000 2,506 4,749,400 4,749,400 
8% Noncumulative Class B® . 40,000 3,318 3,668,200 3,668,200 


$11,139,300 $11,152,700 


(1) Eighty votes per share. 
(2) Eight votes per share. 


The Company’s Certificate of Incorporation also authorizes 5,000,000 shares 
of a Class C preferred stock, without par value, none of which was issued or 
outstanding at December 31, 1971 or December 31, 1970. 

The holders of common stock are entitled to receive dividends, when and as 
declared by the Board of Directors, after prior and current year dividends on 
the 6% Cumulative and 8% Cumulative Class A preferred stocks and current 
year dividends on the 8% Noncumulative Class B preferred stock have been 
paid or accrued. Upon liquidation, after the payment of the par value of the pre- 
ferred stocks and the dividends referred to above, the remaining net assets of 
the Company are to be distributed prorata to the holders of common stock. 

On December 31, 1971 the authorized common stock of the Company was 
50,000,000 shares ($1 par). Changes in the number of shares of common stock 
issued and outstanding during 1971 and 1970 are summarized below: 


1974 1970* 
Balance at beginning of year ............ 0 cece eee 25,026,246 23,771,536 
Exchange of common stock In 1971 poolings of interests 
transactions—See Note 2 ........ cee eee eee eee — 1,228,988 


25,026,246 25,000,524 
Common stock issued upon: 


Exercise of stock options ............ ec ee eee eens 5,810 — 
Payment of incentive compensation ..............- - 25,722 
Acquisition of businesses in purchase transactions ... 112,000 - 
OUen thaNSACtions! wa krone cle ks ascc, ated saves aaaie ese tens 60,470 —_ 
Balance atiand Of YOar ce. ck es ee ee ea ee aime 25,204,526 25,026 246 


*Restated. 
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Of the unissued common stock, approximately 10,700,000 shares (1970— 
7,100,000 shares) may be issuable upon conversion of various convertible debt 
obligations, exercise of stock options and granting of stock awards, and as pro- 
vided for in acquisition agreements. The agreements for twenty five acquisi- 
tions provide for payments in stock in the years 1972 through 1975, the number 
of shares to be determined in accordance with prescribed formulas. Based 
upon these formulas it is estimated that at December 31, 1971 the Company is 
committed to issue approximately 2,900,000 shares of its common stock (1970— 
2,500,000 shares). 


Note 5—Stock Options: 
The changes in commen stock options outstanding during 1971 and 1970 
are summarized below: 


1971 1970 

Number Average Number Average 
of Shares Price of Shares Price 

Balance at beginning of year ....... 729,700 $30.12 577,040 $34.94 

Options granted during year* ....... 59,900 29.89 252,300 24.30 
789,600 829,340 

Options exenclsSedrnctcct creer -eenstors (5,810) 23.58 —_ _ 

Options terminated or cancelled* .... (132,999) 36.71 (99,640) 43.39 

Balance at end of year ............. 650,791 28.81 729,700 30.12 


At December 31, 1971 options for 177,527 shares (1970—126,201 shares) 
were exercisable and 258,647 shares (1970—185,963 shares) were available 
for granting of additional options and stock awards. In addition 98,806 shares 
(1970—98,391 shares) were available to cover options which may be assumed 
or granted in lieu of existing options granted by companies which may be 
acquired. 

In 1971 Chemed Corporation (See Note 1) adopted a Stock Incentive Plan 
covering 584,000 shares of its capital stock. In May 1971 options (which are 
not qualified or restricted options under the Internal Revenue Code—nonstatu- 
tory options) to purchase 334,000 shares at $20.00 per share were granted to 
officer-directors, other officers and other employees. Options for 3,350 shares 
have been terminated or cancelled and at December 31, 1971 options for 
830,650 shares were outstanding and 253,350 shares were available for grant- 
ing of additional options and stock awards. 


* In connection with the grant of options in 1971 for 8,200 shares (1970—100,900) at 
an average price of $30.38 (1970—$23.69), previously granted qualified or restricted 
options for 6,700 shares (1970—59,036), granted at an average price of $43.15 (1970— 
$43.69), were surrendered and cancelled. Such options for 8,200 shares (1970— 
100,900) together with other 1971 grants for 41,300 shares (1970—84,450) at an aver- 
age price of $29.59 (1970—$25.34) are nonstatutory options. 
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Note 6—Extraordinary Items: 
The Company has disposed of certain chemical facilities and other unprofit- 
able operations resulting in net extraordinary losses as follows: 


1971 Gross Tax Effect Net 
(In Thousands} 


Losses (net of gains) and provisions for losses on:— 
Sales and abandonments of certain: 


Seed, fertilizer and chemical operations ...... $ 7,074 $ 3,888 $ 3,186 
Frozen food operations ........-44 +e eee ee 2,347 1,052 1,295 
Latin American and other properties ........- 2,095 869 1,226 

11,516 5,809 5,707 


Intraperiod tax effect of extraordinary items and 
other tax adjustmentS ..... 6. cee eee eee eee _ (503) 503 


$11,516 $ 5,306 $ 6,210 


1970 


Losses (net of gains) and provisions for losses on:— 
Sales and abandonments of: 


Certain seed and fertilizer operations ........ $ 9,915 $ 2,098 $ 7,817 
NTA manufacturing facilities ............--- 4,830 1,920 2,910 
Remaining interest in foreign chocolate 
PFOCUCEr ... eee eee ee te eee teens 5,263 3,144 2,119 
Investments in consulting, service and 
other operations ... 1... ee eee eee eee 5,244 Coie 2,872 
25 252 9,534 15,718 


Adjustment of 1969 expropriation of Peruvian 
sugar properties and divestment of certain 


other investments in Peru—See Note 1....... 4,612 876 3,736 
Intraperiod tax effect of extraordinary items and 
other tax adjustments ......... 6c erence ees _ (1,585) 1,585 


$29,864 $ 8,825 $21,039 


Certain other Latin American businesses were also divested, including in 
1970 the sale of the Company’s vinyl, film, fabrics and related businesses to the 
Hooker Chemical Corporation for $21,000,000. The net loss on these trans- 
actions and loss on the abandonment of certain chemical facilities (1971— 
$1,600,000; 1970—$20,300,000) have been charged to “Reserve for Loss on 
Divestments and Abandonments” in the Consolidated Balance Sheets as they 
were provided for in 1969 as extraordinary items. 


Note 7—Earnings Per Share: 

Earnings per common and common equivalent share were computed on the 
basis of the weighted average number of shares of common stock outstanding 
during the respective years after giving retroactive effect to shares issued and 
expected to be issued for businesses accounted for on the pooling of interests 
method and assuming stock options outstanding were exercised at the begin- 
ning of the year (with applicable proceeds used to purchase treasury stock) 
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and after deducting dividends paid on preferred stocks. Earnings per common 
share assuming full dilution were computed based on the assumptions that vari- 
ous convertible debt obligations were converted at the beginning of the year 
or from date of issue (with applicable reduction in interest expense, net of tax) 
and contingent shares were issued in connection with acquired businesses. 

The average number of shares of common stock used to compute earnings 
per common and common equivalent share was 26,666,000 (1970—26,185,000 
shares) including 1,967,000 common equivalent shares (1970—1,901,000 
shares). The average number of shares of common stock used to compute 
earnings per common share assuming full dilution was 29,783,000 (1970— 
29,455,000 shares). 


Note 8—Retained Earnings: 

Retained earnings include $4,653,000 (1 970—$5,842,000) set aside by foreign 
subsidiaries, principally as required by statute, and approximately $56,000,000 
(1970—$57,400,000) transferred to capital stock accounts on the books of sub- 
sidiary companies. 

Parent company unappropriated retained earnings at December 31, 1971 
amounted to $332,243,000 (1970—-$328,185,000). Of these retained earnings, 
$53,000,000 (1970—$45,100,000) were free of the restriction on payment of 
cash dividends imposed by the terms of the most restrictive of the Company's 
loan agreements. 


December 31, 


1971 1970* 
INVENTORIES (In Thousands) 
Raw and packaging materials ....................... $ 89,340 $ 85,883 
INipTrOCeSSiey hee een ee res Ore aee Sin ucRERe Re De eee 26,596 29,845 
EIniShed prod uctsmaa meta mw ware tte areal uate ine iy 253,944 238,137 


$ 369,880 $ 353,865 


IME Ta Teli asec cas See ate Oa esi a Paes eer eer $ 78329 $ 75,525 
Producing and undeveloped oil properties ............. 10,143 9,589 
BUUGIMNG Sierra cir ie reed erence cere eee Spam I cee 251,892 239,332 
Machinery, equipment, etc. ............cceccceecceee 670,180 638,301 
Projects under construction 2.0. di2,0es001 eaaeevece.. 32,304 51,361 

1,042,848 1,014,108 
Accumulated depreciation and depletion .............. (450,769) (422,201) 


$_592,079 $ 591,907 


*Restated. 
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Note 9—Commitments and Contingent Liabilities: 

The unfunded amount of prior service pension costs at December 31, 1971 
was estimated to be $9,175,000 (1970—$6,350,000). Pension expense in 1971 
was $7,514,000 (1970—$7,057,000). 

There are various lawsuits, claims, commitments and contingent liabilities, 
including contingencies arising in connection with agreements for the sale of 
interests in businesses formerly owned by the Company, which are not ex- 
pected to have any material adverse effect on the consolidated financial position 
or results of operations. 


OPINION OF INDEPENDENT ACCOUNTANTS 


PRICE WATERHOUSE & CO. 60 Broad Street, New York 10004 


To the Stockholders and Board of Directors of W.R. Grace & Co. 


We have examined the consolidated balance sheets of W. R. Grace & Co. 
and its subsidiary companies as of December 31, 1971 and 1970, and the 
related statements of income, retained earnings, paid in capital and changes 
in financial position for the years then ended. Our examinations were made 
in accordance with generally accepted auditing standards and accordingly 
included such tests of the accounting records and such other auditing proce- 
dures as we considered necessary in the circumstances. 

As stated in Note 1(b) of the Notes to Financial Statements, the ultimate 
realizable value of the Company's investments in and advances to unconsoli- 
dated Peruvian subsidiary companies, carried at $39,016,000 at December 31, 
1971, is not presently determinable. Also, certain income tax matters remain 
unsettled, as described in the second paragraph of Note 3. 

As described in Note 1(d) of the Notes to Financial Statements, the Company 
changed its method of accounting for (1) certain investments in less than 
majority owned companies on a retroactive basis and (2) foreign currency 
translation adjustments in 1971. 

In our opinion, subject to the effect, if any, of the settlement of the matters 
mentioned in the second preceding paragraph, the accompanying consolidated 
financial statements examined by us present fairly the consolidated financial 
position of W. R. Grace & Co. and its subsidiary companies at December 312 
1971 and 1970, the results of their operations and the changes in financial 
position for the years then ended, in conformity with generally accepted ac- 
counting principles applied on a consistent basis, except for the changes, 
which we approve, described in the immediately preceding paragraph. 
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March 2, 1972 


TEN-YEAR FINANCIAL SUMMARY* 
(All dollar amounts in thousands except amounts per share) 


1971 1970 1969 
Earnings Statistics 
Sales and operating revenues ....-+- see reese eres $2,048,873 $2,014,774 $2,100,820 
Income before depreciation and depletion and taxes 147,983 446,226 147,894 
Depreciation and depletion ........-.4 eee ee ees 57,715 58,620 66,882 
U. S. and foreign income taxes ....--- eee eee ees 40,741 33,399 35,596 
Income before extraordinary items ....-.-.-++--- 49,527 54,207 45,416 
Extraordinary itemS .....--.- seer eters (6,210) (21,039) 15,671 
Net inGOMe ccd acme © ace Scans o wieyersiacein eceten rel 43,317 33,168 61,087 
Financial Position 
Cash and marketable securities ©... 6. eee eee eee $ 101,414 $ 81,509 $ 104,775 
Notes and accounts receivable—net ...--.---+--+ 331,097 329,755 345,51€ 
TMVEMLONIOS. ciacicusaetersrece sc ceevecssane wrens er slices: pestcn: 369,880 353,865 392,818 
Current liabilities 2.0.2... eee ener eee eee 390,311 443,402 440,29¢ 
Working capital .....--+ 2. eee reer e ent t eens 431,119 342,785 422,125 
Investments in unconsolidated Peruvian subsidiaries 
and Occidental Petroleum Corp. preferred stock . 56,516 60,654 - 

Properties and equipment—net ...-.--+.-eeeeee 592,079 591,907 664,396 
Long term debt—convertible ....--. +e ee eee ees 179,681 84,681 91,365 
Long term debt—non-convertible ....---+-++++-> 297,726 321,359 345,34: 
Long term debt—total .....- 2. - eee eres eens 477,407 406,040 436,71; 
Minority interest .......-+0 se eee e neers eter t eee 19,666 15,844 21,15: 
Stockholders' equity—common stock .....-+.--+5 697,719 683,839 686,62 
Data Per Common Share 
Earnings percommon and common equivalent share: 

Income before extraordinary items .....----- $ 1.83 $ 1.99 $ 1.6 

Extraordinary iteMS ....-. sees eee eee ee (.23) (.81) 6 

Neb in COME scree re cree cost cnneien ss ene ennhonenee 1.60 1.18 2.2 
Earnings per common share assuming full dilution: 

Income before extraordinary items ......- ahs eters 92 1.6 

Net IMGOMG +. .ciecseceee creceuensie tenereteie ens astener ezaeer 3s 1.56 eA 2.1 
Cash dividends per common share—Company....-. 1.50 1.50 alee 
Book value per common share ...-.--++++--++5> 27.68 27.32 27.4 
Other Statistics 
Working capital provided by operations (cash flow). $ 119,206 $ 123,722 $ 120,7 
Cash dividends on common stock .......--++4+5 35,447 32,821 31,5% 
Capital expenditures ....-....5- seers ener tree 90,731 112,207 138,7! 
GUrremt atiOmase users ecu te sce bo ueencsrer a wee eenevensan te nor 2a 18H 2.0 
Debt ratio—non-convertible debt .....-.-+-++--55 25% 29% _ 30 
Debt ratio—total debt ...... 02.0 e eee ee eee eee 40% 37% 38 
Number of common stockholders .....--+++-+++5 46,523 48,583 48,7 
Number of employees .......-0 ese reece ere 66,400 65,400 71,8 


* Restated for the change to the equity method of accounting. The data for the years 1971 
through 1967 have been restated to include all businesses acquired in poolings of interests 
transactions and 1966 has been restated to include all poolings of interests in the years 1967 
through 1970. Amounts previously reported in 1970 were as follows (dollars in thousands 


except amounts per share): 
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1968 1967 1966 1965 1964 1963 1962 
$2,067,677 $1,905,803 $1,586,880 $1 097,377 $876,201 $699,587 $591,532 
187,773 177,939 163,543 117,905 105,151 85,832 73,722 
70,927 67,299 56,029 43,901 37,542 30,404 31,500 
46,513 43,795 34,772 24,007 24,066 20,640 18,784 
70,333 66,845 72,742 49,997 43,543 34,788 23,438 
(24,622) 3,996 2,597 10,357 3,160 _ _ 
45,711 70,841 75,339 60,354 46,703 34,788 23,438 
$ 135,582 $ 130,293 $ 122,011 $ 108,160 $ 62,590 $ 58,749 $ 48,258 
331,203 312,530 309,443 196,970 174,381 130,005 109,412 
381,790 344,947 308,228 206,885 158,386 128,603 113,147 
494,851 407,279 409,705 269,139 214,514 165,421 129,055 
373,167 393,964 340,299 250,889 188,841 157,368 146,908 
770,303 740,731 687,028 553,905 428,066 347,789 340,928 
98,467 98,467 98 469 85,988 6,673 10,814 16,561 
396,461 425,940 360,903 302,923 255,305 215,414 217,383 
494,928 524,407 459,372 388,911 261,978 226,228 233,944 
68,416 63,718 57,904 20,625 19,210 15,182 36,846 
657,442 639,526 593,168 475,818 402,170 348,425 297,163 
$ 2.63 $ 2.50 $ 2.92 $ 2.88 $ 2.77 $ 2.39 $ 2.00 
(.95) 5 ati 61 21 _ — 
1.68 2.65 3.03 3.49 2.98 2.39 2.00 
2.49 2.38 2.74 2,74 2.70 2.28 1.84 
1.63 2.52 2.84 3.29 2.89 2.28 1.84 
1.45 1.38 1.28 1.18 1.08 .96 84 
26.35 25.70 25.90 ZU 25.98 24.14 25.65 
$ 154,352 $ 142440 $ 137,235 ¢ 98,249 $ 86,940 $ 68,039 $ 60,931 
29,448 29,059 25,517 19,646 16,647 13,794 9,261 
136,243 129,863 157,527 154,784 100,503 74,073 61,552 
1.8:1 2.0:1 1.8:1 1.9:1 1.9:1 2.0:1 2.1:1 
34% 36% 34% 35% 38% 37% 40% 
43% 45% 43% 44% 39% 39% 43% 
48,636 48,247 46,617 45,053 41,790 40,142 30,919 
80,200 78,200 75,000 57,600 53,900 48,200 45,900 
1970 1969 1968 1967 1966 
Sales and operating revenues . $1,917,559 $2,018,016 $1,997,568 $1,848,735 $1,586,880 
Income before extraordinary 
MeMS Seni scrseerasmctann ese 51,282 41,271 68,631 61,758 71,064 
PGRSNAIC Se ss eiei cc master 1.96 1.57 2.69 2.42 2.85 
NEGINCOMOMS Kxc carci cnihccics 30,243 67,171 44,010 65,754 81,983 
Ren share wai acceso 1.12 2.21 1.69 2.58 3.30 
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